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Is this booklet for me? 


This booklet provides basic information on the 
valuation provisions of the Customs Act; it will be useful 
to first-time importers or infrequent importers of goods 
into Canada which are for commercial use or resale. It 
is not intended to be an in-depth study of all the 
methods of valuation and it will not be of help to 
importers whose purchase price for imported goods is 
affected by their relationship” to the vendor of those 
goods. 


Although there are six methods of valuing goods, this 
booklet concentrates on the “transaction value method’, 
because importers who are not related to their suppliers 
are able to use this method in the vast majority of 
cases. 


There are publications available that provide informa- 
tion on other aspects of the importing process and on 
the more complex procedures for valuing goods. For 
details on how to obtain these publications, see 
page 14. 


Readers are cautioned that although the information 
contained in this booklet reflects Customs interpretation 
of the law at the time of printing, this interpretation may 
change as a result of legal advice; decisions of the Tariff 
Board, the Federal Court of Canada, or the Supreme 
Court of Canada; or amendments made to the Customs 
Act and Regulations. Furthermore, this booklet contains 
only a general summary of the law and does not 
attempt to deal with every circumstance of its appli- 
cation. 


What is “value for duty” and why is it 
necessary? 


Value for duty is sometimes referred to as “customs 
value” and is the amount on which the percentage duty 
rates in the Customs Tariff are calculated. The value for 
duty may not be the same as the amount that you pay 
for imported goods because deductions from and 
additions to the price paid for the goods are sometimes 
necessary. Also, you may have agreed to pay for the 
goods in a foreign currency, whereas the customs value 
must always be expressed in Canadian dollars. Even if 
the goods you import are free of import duty, the value 
for duty is still required in order to calculate the amount 
of federal sales tax payable and also for trade statistics 
purposes. 
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* You are “related” to the vendor if, for example, you are 
connected by blood relationship or marriage or if you 
are a director or officer in a company which is the 
vendor. There are several other ways in which you 
can be related to the vendor; if you are unaware of 
these, please refer to Memorandum D13-3-2 which 
contains full details on this subject. 

A copy may be obtained from the regional Customs 
office nearest you; a listing of these offices is provided 
at the end of this booklet. 


If you are related to your vendor, you can still use the 
transaction value method if the relationship has not 
affected the price of the goods. Details on this are 
contained in Memorandum D13-4-5. 


Outline of the valuation system 


Canada’s system of valuing imported goods is known 
as the “transaction value system.” It is based on an 
internationally approved set of rules, under the GATT 
(General Agreement on Tariffs and Trade), and is 
referred to as the Customs Valuation Code; many of 
Canada’s trading partners value imported goods using 
the same basic rules. The Code provides for a fair, uni- 
form, and neutral system which values goods in 
accordance with commercial realities and in which 
arbitrary or fictitious Customs values are prohibited. 


The transaction value system stipulates that the 
transaction value method must be used whenever 
possible. This method bases the customs value on the 
price you pay for the goods. From this price certain 
amounts may have to be deducted, see page 9. 
Conversely, certain amounts not included in the price 
may have to be added to it, see page 10. If the 
transaction value method cannot be used, one of the 
other five methods of valuation must be used, according 
to an established sequence. These other methods are 
known as 


® transaction value of identical goods method 
@ transaction value of similar goods method 
@ deductive value method 

® computed value method 

@ residual method 
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The transaction value method — 
Can I use it? 


The transaction value method is the method you will 
probably use to determine the value for duty in most 
cases. First of all, make sure that you are not precluded 
from using this method. 


lf you are not related to the person who is selling the 
goods to you, the principal circumstances that would 
prevent you from using this method are as follows: 


1. There is no sale to you, that is, you are borrowing, 
renting, or leasing the goods, or they are being 
sent to you on consignment. 


2. You do not know the total purchase price, or you 
are not paying for the goods in currency (e.g., 
cash, cheque, letter of credit, bank draft). Occa- 
sionally an importer does not know exactly how 
much he is paying because he has agreed to pay 
the vendor a fixed percentage of an unknown 
resale price in Canada. 


Examples of a non-currency purchase would be a 
situation in which your vendor has agreed to take a 
“trade-in” or in which he/she is receiving goods 
from you in barter. 


3. The vendor imposes a special condition which 
affects your purchase price of the goods. This 
would apply if the vendor prohibited you from 
selling to a certain trade level and reduced the 
selling price to you because of this condition. 


“Yes, I can use the transaction value 
method. What’s next?” 


The next question to ask yourself is “What is included 
in the price that | am paving for the goods, and am | 
incurring other expenses in relation to the goods which 
are not included in the price?” Because the amount you 
pay the vendor may include amounts for items which 
are not subject to duty or, conversely, may not include 
amounts on which you do have to pay duty, it is 
essential that you carefully review the price you pay the 
vendor so that you pay neither too much nor too little 
import duty. 
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Deductions from the price paid to the 
vendor 


Transportation charges 

Canada does not assess duty on charges for 
transportation and insurance that apply to the move- 
ment of the goods from the place from which they are 
shipped directly to Canada. 


lf your vendor is selling the goods to you at a price 
that includes freight and insurance to Canada (usually 
referred to as “C.I.F.”), a deduction can be made from 
the vendor's selling price for the amount of these 
charges. On the other hand, if your purchase price does 
not include any transport charges (referred to as 
“F.0.B.”) and you have to pay these to a freight 
company, there is nothing to deduct from the selling 
price. 


Discounts 

In general, the price, for the purpose of value for duty, 
is the importer’s net purchase price at the time of 
importation. For example, if you have purchased 
1,000 units at $1.00 each and the vendor has given you a 
10 per cent volume discount which he shows on the 
invoice, and the net amount payable by you is $900, this 
amount is your purchase price and the value for 
Customs purposes. However, if the discount is in the 
form of a rebate whereby you must pay $1,000 now and 
the vendor will remit to you $100 at a later date provided 
certain conditions are met, the value for Customs 
purposes is $1,000. 


Another common discount is for prompt payment of 
the invoice, usually expressed as a percentage with a 
time limit, for example, 2 per cent, 10 days. If you earn 
this discount you may deduct it in calculating your value 
for duty. 


Duty and Taxes 

A vendor may sell to you on a “duty and tax paid” 
basis, that is, the vendor agrees to pay the Canadian 
duty and tax applicable and has included an estimate of 
the amount of each in his selling price to you. In this 
case, the actuai amount of Canadian import duty and 
taxes levied by Customs may be deducted from your 
purchase price to determine the value for duty. 


Other Deductions 

lf a customs broker is employed to arrange clearance 
of the goods and the vendor is paying his fee, the 
amount of that charge may be deducted from the 
purchase price in determining the value for duty. 


lf your purchase price includes amounts to be paid by 
the vendor for costs incurred in Canada for construction, 
erection, assembly, maintenance, or technical assis- 
tance related to the goods you import, these costs 
may also be deducted if they are separately identified 
on the invoice or purchase contract. This will normally 
only apply to buildings or machinery sold to you on an 
installed basis. 


Additions to the price paid to the vendor 


There are a number of charges which must be 
included in the value for duty of the goods even though 
they are not part of the selling price of the goods and 
- are charged for separately. Examples of these types of 
charges are listed below. 


Transportation charges 

lf you are required to pay a charge for insuring or 
moving the goods to the “place of direct shipment to 
Canada,” this charge must be added to your purchase 
price. This usually only occurs if the goods are sold to 
you at one location and you have to have them moved 
to another location (e.g., for purposes of having the 
goods specially packed) before they are shipped directly 
to Canada. The subject of “place of direct shipment to 
Canada” is addressed more fully in Memorandum 
D13-3-4. 


Packing Charges 

You may have to pay to have the goods packed in a 
special way. If the vendor does not include this charge 
in his selling price but bills you separately for the work 
or if you have it done by another person, the amount 
you pay for the packing must be reported to Customs. 
(N.B. There may be a special tariff rate applicable to all 
or a part of this packing cost. Further information on 
special packing charges is contained in Memorandum 
D13-11-5). 


—————————— 


Royalties and Licence Fees 

If you are required to pay a royalty or similar fee as a 
condition of buying the goods, the fee paid by you, no 
matter when or to whom, is most likely subject to duty 
and taxes and must be reported to Customs. However, 
there are exceptions, and, if you are paying such a fee 
to anyone, it would be advisable to read Memorandum 
D13-4-9 and/or consult your local Customs office. 


Assists 

An “assist” is something that has been supplied to the 
vendor or manufacturer of the goods, free of charge or 
at less than full value, so that the purchase price does 
not reflect the full value of the goods. Examples of 
assists include moulds, dies, tools, labels, raw mate- 
rials, and parts. The value of an assist is part of the 
value for duty of the goods, whether it is supplied from 
Canada or from another country, and it must be 
declared at the time of entry of the goods. The way in 
which the value of an assist is apportioned to the goods 
imported by you can become complicated. If you have 
supplied anything that may be an assist or have paid 
another person to provide an assist, you should refer to 
Memoranda D13-3-14 and D13-4-8. 


Other Payments 

There are situations which occur in the business 
world from time to time, that involve special arrange- 
ments as part of the sales transaction. These special 
arrangements may affect the selling price to you and 
thus, the value for duty. Examples of “special arrange- 
ments’ and how they affect the value for duty are: 


(Assume, in the following five examples, that you 
have purchased goods from the vendor for $1,000.) 


A. The vendor owes you $400 for goods he has 
purchased from you. The vendor makes a special 
arrangement with you and agrees to accept your 
cheque for $600 in full payment. In this case, the 
value for duty is $1,000, even if the vendors invoice 
reads only $600, “in full settlement of account to 
date.” 


B. The vendor owes $800 to a company in your home 
town; to avoid problems in issuing a cheque in 
Canadian dollars, he asks you to pay this debt for 
him in return for billing you only $200. Again, for 
Customs purposes, the value of the goods you. 
import is $1,000. 
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C. The vendor advises you that the $1,000 purchase 
price does not include his selling agent's fee of 
5 per cent, which you agree to pay. The selling 
commission is considered a dutiable expense for 
Customs purposes and must be added to the 
$1,000 purchase price. Thus, the value for duty in 
this instance would be $1,050. 


D. Your original purchase agreement with the vendor 
of the goods included a price escalation clause. By 
the time the goods are imported the price index for 
the goods has increased 5 per cent, which 
obligates you to pay the vendor an additional $50, 
that is 5 per cent of the $1,000 purchase price. The 
value for Customs purposes, in this case, would 
include the amount for escalation, since this is all 
part of the cost to you of acquiring the goods. 


E. Your agreement with the vendor provides for 
delivery by a certain date, but you ask him to 
arrange to have the goods stored for another 
month. This costs you an additional $75 plus $40 
for transportation costs to the storage warehouse. 
The goods are then shipped directly to Canada. In 
this case, the value for Customs duty purposes 
would include the storage and transportation costs, 
a total of $1,115. 


These five examples are not an exhaustive listing of 
all the types of special arrangements which could affect 
the value for duty. They are intended to illustrate the 
kinds of considerations that an importer must examine 
before declaring a value for duty. In all cases, the key 
question to ask yourself is “What is the full cost to me of 
acquiring these goods?” The answer to this question will 
provide you with the information you need to compute 
the value for Customs duty purposes. 


Examples of transaction value calculation 


To illustrate how the various additions and deductions 
affect the value for duty, the following examples are 
given which present many typical situations. 


A. You negotiate with a supplier in Hong Kong a 
purchase price of 30,000 Hong Kong dollars 

(HK$ 30,000) C.I.F. Vancouver, B.C., for 1,000 ladies 
dresses. The vendor is a “cut, make, and trim” factory; 
you have to provide the material used in making the 
dresses. You purchase 4,000 metres of silk from a 
supplier in Hong Kong who agrees to deliver the fabric 
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to the cut, make, and trim factory for the total price to 
you of HK$ 50,000. The terms you negotiate with the 
factory are that the dresses are shipped in a container, 
50 to a box, in the same way as the vendor sells his 
product in Hong Kong. He charges you HK$ 50 per box 
for packing, plus HK$ 50 per 100 dresses for delivery to 
the packer in Kowloon, who packs the dresses and 
places the boxes in a shipping container. The container 
is addressed to you and is moved from the packer's 
warehouse to the dock in Kowloon from where it is 
shipped to Vancouver, B.C., for forwarding to you by 
truck. 


The freight and insurance charge from Kowloon to 
Vancouver is 600 United States dollars and the trucking 
charge from Vancouver to your address is 200 Canadian 
dollars. The rates of exchange at the time of shipment 
of the goods to Canada are one Hong Kong dollar 
equals $0.18 Canadian and one U.S. dollar equals 
$1.40 Canadian. The value for duty calculation is as 
follows: 


Canadian 
dollars 
selling price of goods, C.I.F. Vancouver 
(HK$ 30,000 x 0.18) $5,400 


add: cost of assist, which is the 4,000 
metres of silk supplied to the 
dress making factory, free of charge 
to it 
(HK$ 50,000 x 0.18) 9,000 
cost of packing 
(HK$ 50 x 1,000 dresses_ x 0.18) 
50 dresses per box 180 


freight to place of direct shipment, 
Kowloon, which is not included in the 
selling price of the goods 


(HK$ 50 x 1,000 dresses x 0.18) 90 
100 dresses $14,670 


deduct: freight from place of direct 
shipment which is included in the 
selling price of the goods 
(US$ 600 x 1.40) 840 


value for duty $13,830 


Note: The $200 trucking charge from Vancouver to your 
address is not added, because it occurs after the 
place of direct shipment. It is not deducted, since 
it is not included in the selling price which is 
quoted as C.|.F. Vancouver. 
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B. You arrange to buy 5,000 plastic souvenir models 
from an American manufacturer for US$ 1.00 each, 
F.O.B. factory, 2%, 10 days/net 30 days, on condition 
that you supply the mould from which the models are 
made. You commission a Canadian artist residing in the 
U.S.A. to produce the model for US$ 500, and you have 
the mould made in Canada for $300. It costs you $25 to 
have the mould mailed to the American manufacturer. In 
addition to her US$ 500 fee, the artist must be paid 
US$ 0.10 for each reproduction of her work, no matter 
where or by whom it is reproduced. Freight and 
insurance charges of US$ 400 from the American 
factory to Canada are paid by you. You pay the 
manufacturer one week after the date of the invoice. 
The United States dollar equals $1.40 Canadian. The 
value for duty calculation is as follows: 

Canadian 

dollars 


selling price of 5,000 models 
(US$ 5,000 x 1.40) $7,000 


add: cost of assist; in this case, the 
costs associated with producing 
and sending the mould to the manu- 
facturer ($500 + $300 + $25) 
(US$ 500 x 1.40 = $700 + 
$300 + $25) 1,025 


8,025 


deduct: 2% “cash” discount because you 
have taken advantage of this 
payment term by paying within 
the ten days allowed 
(2% of US$ 5,000 = US$ 100 
x 1.40) 140 


value for duty $7,885 


Note: The royalty is not dutiable as it is not a 
“condition” of the sale of the goods; the 
manufacturer will sell the models to you for $1 
each whether or not you have a royalty agree- 
ment with someone else. The royalty is only part 
of the value for duty if payment of it is a condition 
of the sale of the imported goods. 


The $400 freight and insurance charge is not 


subject to duty as it applies wholly to the journey 
from the place of direct shipment to Canada. 
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i 
The $500 design fee would not form part of the 
value for duty if the artist lived in Canada. This is 
because of a special exception relating to 
engineering, development work, art work, design 
work, plans, and sketches undertaken in Canada. 


Other methods of valuing imported goods 


The five other methods of valuation are more complex 
and generally require the use of information which is not 
available from the commercial documentation for the 
shipment being cleared through Customs. The following 
is therefore only for your general information; if you 
need to apply these methods, you should seek 
information and advice from an officer of Customs. 


Transaction value of identical goods method 

Under this method the value for duty is based on the 
Customs value of other “identical” goods which have 
been exported to Canada at or about the same time as 
your own. The Customs value of the identical goods can 
be adjusted to allow for differences in the trade level of 
the purchasers, in the quantities purchased, and in the 
costs of transporting the goods to their respective 
places of direct shipment. It is unlikely that you will be 
able to use this method as it requires information on 
values declared to Customs for imports of identical 
goods. Value for duty under this method is therefore 
usually calculated by, or in conjunction with, Canadian 
Customs Officials. 


Transaction value of similar goods method 

This method is essentially the same as the identical 
goods method outlined above except that the value is 
based on the Customs value of “similar” goods, that is, 
goods which closely resemble the goods you are 
importing. Adjustments can be made to the value of 
similar goods based on the same differences that could 
allow an adjustment for identical goods. 


The same difficulties, related to information require- 


ments, that exist in valuing goods under the identical 
goods method apply to this method. 
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Deductive value method 

Under the deductive value method the value for duty 
is based on the importer’s most common selling price of 
the goods to Canadian customers. From this “resale” 
price is deducted an amount which represents the 
average profit and general expenses involved in selling 
the goods in Canada. Included in the general expenses 
will be items such as Canadian duty and taxes, all 
transportation costs from the place of direct shipment, 
and warehousing, selling, and distribution costs. If you 
spend money to have the goods packaged or further 
processed in Canada, these costs can also be deducted 
in calculating the value for duty. 


The purpose behind this method is to determine what 
the cost of the goods would have been had they been 
purchased, in the same condition as when imported, 
from an unrelated exporter. The deductive approach 
may initially require you to use an estimate of the value 
for duty and amending the entry at a later date, if 
necessary. An example of a situation where the 
deductive value method might be used is the case 
where an importer has received goods on a con- 
signment basis and does not know the precise amount 
he will pay the exporter. 


lf you think you may have to use the deductive value 
method you will need more information: departmental 
Memoranda that address this subject are D13-7-1 to 
D13-7-3. 


Computed value method 

The computed value is the cost of production of the 
imported goods plus an amount for normal profit and 
general expenses experienced by firms in the exporting 
country when selling the same type of goods to 
Canadian customers. 


In order to use this method, you must have detailed 
knowledge of the costs of producing the actual goods 
imported. As most vendors are reluctant to release this 
information to anyone outside their own organization, 
the use of this valuation method will generally be limited 
to those importers who are related to the vendor of the 
imported goods and where this vendor is the manufac- 
turer of the goods in question. 


If you are in a position to use this method, the law 
provides that you can choose to use it before consider- 
ing the deductive value method. The computed value 
method does have the advantage of giving you the 
value for duty before you import the goods. 
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Detailed information on the calculation of value for 

duty under this method is set out in Memorandum 

D13-8-1. 


Residual method 

If you are not able to use the primary method of 
valuation and the technical requirements of the subse- 
quent four methods prevent you from using any of them, 
the residual basis of valuation must be applied. This 
does not provide specific rules for determining the value 
for duty but stipulates that one of the other five methods 
is to be applied in a flexible manner and that you must 
use information that is available in Canada. If you find 
that you have to resort to the residual method, you will 
probably have to obtain advice from Customs or an 
independent adviser as each case tends to have 
individual needs. Further details are contained in 
Memorandum D13-9-1. Used goods that have not been 
sold to you in a normal transaction will most likely be 
valued under the residual method; specific information 
on used goods is contained in Memoranda D13-10-1 
and D13-10-2. 


What are my responsibilities? 


As an importer of “commercial” goods into Canada 
you are responsible for the self-assessment of your duty 
and tax liability on the goods you import. This means 
that you must prepare, or authorize an agent to prepare, 
the necessary documents for presentation to Customs. 


These documents must be properly completed and 
must accurately reflect the value of the goods on which 
the duty and tax liability is calculated. 


The law also requires that you maintain complete 
records of every import transaction. These records must 
be maintained in Canada, normally at your place of 
business, where they may be inspected by a Customs 
officer, and you may be required to answer questions 
about them. 


What may I do if I disagree with Customs? 


lf Customs does not agree with the value for duty 
declared by an importer, Customs has the right to re- 
appraise that value and send a Notice of Assessment to 
the importer. This notice must be issued within two 
years of the date of the original appraisal. However, 
most re-appraisals of value will usually be made soon 
after the date of importation. 
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As an importer, you have the right to disagree with 
any decision made by Customs and to request a re- 
appraisal within 90 days of the decision date. If you do 
not agree with the decision that Customs renders in 
response to your first formal request, you have the right 
to have the case reviewed by the Deputy Minister of 
Customs and Excise. This is achieved by filing the 
appropriate form, again within 90 days of the date of the 
decision issued as a result of your first request. 


lf in either case you fail to lodge your formal 
disagreement within 90 days, you may, within two years 
of the date of the original appraisal, request the Minister 
of National Revenue to permit the value for duty to be 
re-appraised. If the Minister authorizes re-appraisal, this 
will be done even if the notice cannot be issued to you 
until after the two years have expired. 


If your point of view is still not accepted by Customs, 
you may, in turn, appeal to the Tariff Board, a court of 
record with the powers of a Superior Court. The 
subsequent levels of appeal from this body are to the 
Federal Court of Canada and, as a final step, to the 
Supreme Court of Canada. In each case you have 
90 days from the date of the decision in which to file 
an appeal. 


However, we urge you, as the first step, to consult 
your local Customs office if you disagree with a decision 
we have made. The decision may be the result of a 
misunderstanding and may be resolved in a quick, easy, 
and cost-free manner. In the event the issue is one that 
cannot be resolved this easily, consultation is still a 
good idea since you will be provided with the necessary 
forms to lodge a formal request to the Customs officer 
authorized to make an independent decision. Memoran- 
dum D11-6-1 contains full details on how to complete 
these request forms to help you make an accurate and 
full submission of your position. 


Is any other information available? 


There are several Customs publications which you 
may find helpful; these include the following: 


“Thinking about importing? What you should know” 


This booklet describes the general rules, regula- 
tions, costs, and documentation that may be 
required to import goods. It is divided into four 
sections covering the following topics: 
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@ Prohibited and Restricted Goods 

@ Costs 

@ Provisions to Reduce or Defer Liability for 
Duty and Taxes 

_@ Provisions to Expedite the Clearance of 
Goods. 


There are approximately 40 memoranda in the D13 
series, some of which are referred to in the text of this 
booklet. A full set of these Memoranda on valuation 
topics, for which there is a charge, is available from 

Supply and Services Canada, 
Canadian Government Publishing 
Centre, 

Ottawa, Ontario. 

K1A 0S9 


If you require a copy of only one or two Memoranda 
in the D13 series these are available, free of charge, 
from 

Revenue Canada — Customs and 
Excise, 

Program Administration, 

19th Floor, 

Sir Richard Scott Building, 

191 Laurier Avenue West, 

Ottawa, Ontario. 

K1A OL5 


Customs offices 


Booklets, information, and assistance may be ob- 
tained without charge from the regional offices listed 
below: 


REGION ADDRESS TELEPHONE NUMBER 


Atlantic Customs Office, (902) 426-2667 
6169 Quinpool Road, 
Halifax, Nova Scotia. 
B3J 3G6 


Quebec Customs Office, (418) 648-3401 
2 St. André Street, 
Québec, Quebec. 
G1iK 7P6 


Montreal Customs Office, (514) 283-6332 
400 Youville Square, 
Montreal, Quebec. 
H2Y 3N4 
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Ottawa 


Toronto 


Hamilton 


South- 
western 


South- 
western 


Central 


Central 


Alberta 


Pacific 


Customs Office, 
360 Coventry Road, 
Ottawa, Ontario. 
K1K 2C6 


Customs Office, 


55 Bloor Street West, 


Manulife Centre, 
10th Floor, 


P.O. Box 10, Station “A”, 


Toronto, Ontario. 
M5W 1A3 


Customs Office, 


10 John Street South, 


Hamilton, Ontario. 
L8N 3V8 


Customs Office, 
451 Talbot Street, 
P.O. Box 5940, 
Terminal “A”, 
London, Ontario. 
N6A 5C9 


Customs Office, 

185 Ouellette Street, 
Windsor, Ontario. 
N9A 4H8 


Customs Office, 
Federal Building, 
269 Main Street, 
Winnipeg, Manitoba. 
R3C 1B3 


Customs Office, 
104 Towne Square, 
1919 Rose Street, 


Regina, Saskatchewan. 


S4P 3P1 
Customs Office, 


220 — 4th Avenue South 


East, 

Suite 720, 
Calgary, Alberta. 
T2P 2M7 


Customs Office, 


1001 West Pender Street, 


Vancouver, B.C. 
V6E 2M8 


(613) 991-0587 


(416) 973-6342 


(416) 523-2818 


(519) 679-4133 


(519) 254-9202 
ext. 201 


(204) 949-3771 


(306) 780-6207 


(403) 292-4622 


(604) 666-0459 


Service and information are available in both official 
languages at all Customs offices. 
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